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AFTERNOON SESSI ON [1:38 p.m]

MR. HACKBARTH. Coul d our guests in the back of the room
pl ease have a seat?

M5. RAY: Good afternoon. W're here to talk about, for the
next 30 m nutes, paynent for outpatient interventional pain
managemnment procedures. This study is in response to a
Congressi onal mandate and is due to the Congress by Decenber
22nd.

At issue is does Medicare's coverage and paynent policies
af fect beneficiaries' access to outpatient interventional pain
procedures that are performed in physician's offices, hospital
out pati ent departnments and anbul atory surgery centers.

To assist us in exanmning this issue, we asked Project HOPE
to | ook at these issues for us. Penny Mhr, who is a senior
research director headed up the work. A draft report of their
findings was included in your nailing materials for your review.
She's here right now to present some of the nmajor findings of her
pi ece of effort.

M5. MOHR: Good afternoon. |'mpresenting the findings from
Project HOPE s study of access barriers to interventional pain
management procedures anong Medi care beneficiaries.

As Nancy nentioned, the purpose of this study was to
i nvesti gate whet her Medi care paynment and coverage policies for
i nterventional pain procedures posed access barriers to
beneficiaries. O specific concern are the wide variations in
paynent rates and policies anong different settings of anmbul atory
care, such as physician's offices, hospital outpatient
departments, and anbul atory surgical centers.

To conpl ete the study, we conducted a review of the
literature, reviewed Medicare policies and procedures, and
conducted interviews with nore than 40 experts in pain managenent
and Medi care policies.

Pai n managenent spans a broad array of treatnents, ranging
from pharmacol ogic to surgical interventions. This study focuses
exclusively on interventional pain managenent procedures. These
are minimally invasive procedures, such as injection of drugs in
targeted areas, or ablation of targeted nerves, and sone surgi cal
t echni ques such as the inplantation of infusion punps or spinal
cord stimulators. They include such procedures as you may be
famliar with as facet joint blocks, trigger point injections,
and epidural adm nistration of norphine or steroids.

Many practitioners believe that interventional pain
procedures are useful, both in the diagnosis and treatnent of
chronic, localized pain that does not respond well to other
treat nents.

Qur discussions with pain managenent providers revealed a
wi de array of concerns about Medicare paynent and coverage



policies. Explicit inthe legislation is the concern that

Medi care's basis for establishing paynment rates is not consistent
across different settings of anmbul atory care, perhaps introducing
incentives to shift care anong settings for economc, rather than
clinical reasons.

Also, there is a concern that for sonme procedures in sone
settings paynent rates may be inadequate. There are two
underlying concerns that deserve nmention here. First, sone
provi ders are concerned that office-based pain managenent
providers are often grouped with facility-based physicians such
as anest hesi ol ogi sts when determ ning practice expensive
allocations, resulting in a relatively |low practice expense
al | ocati ons.

Sonme providers have suggested this is because Medi care has
not recogni zed pai n nmanagenent as a specialty, even though it is
a board certified subspecialty of the American Mdi cal
Associ ati on.

Second, there is a concern that under the new outpatient
prospective paynent systemfor hospital outpatient departnents
sonme interventional pain procedures were placed in inappropriate
paynent groups because there was a | ack of cost data for these
procedures. Many of these procedures are perfornmed with
fl uoroscopi ¢ guidance, resulting in a multiple procedure bill.
And as many of you may be aware, you've dealt with this issue in
the past, that nultiple procedure bills were not used for
al l ocating procedures to anbul atory paynent classification
groups.

In addition to concerns about variation in paynent rates
across anbul atory settings, there's also concern about |ocal
variation in coverage policies anong Medi care contractors.

And finally, there are sonme quality concerns. Wthout
exception, all clinical experts that | spoke with stated that
i nterventional procedures may have risk, although conplications
are rare. For exanple, inappropriate needle placenent could
result in paralysis or death. They raised a commpn concern that
sonme of the physicians providing these in their offices did not
have appropriate surgical suite-like conditions and that some
 ack i magi ng equi pnent such as fluoroscopy which may be hel pful
to gui de needl e pl acenent.

In our review we found there's no hard evidence that there
are access problens, although there are many anecdotal reports of
cl osures of pain managenent clinics. MdPAC s staff anal yzed
spendi ng on interventional pain procedures in conparison with
spendi ng on physician services in general between the years of
1994 and 1999. Wth few exceptions, spending on these services
has kept pace with that of physician services in general. That
tabl e was included in your report and is not presented here.

However, our ability to exam ne whether there were issues
related to beneficiary access to these procedures was hanpered by
| ack of data. For exanple, there's no central registry of pain
managenent clinics, unlike dialysis facilities or anbul atory
surgi cal centers. Pain managenent can take place in a variety of
di fferent settings.

Al so, the lack of a pain managenent specialty code neans we



cannot confirmthe procedures we identified in the clains data
were explicitly used for pain managenent and were not adjuncts to
surgi cal procedures. Thus, our analysis of these data may mask
access probl ens.

Al so, many people we spoke to suggest the probl em has been
exacerbated in recent years and the nost currently avail able data
we have are from 1999. Therefore, although we cannot concl ude
there are access problens, neither can we confirmthere are no
problenms with beneficiary access to these procedures. W need to
know nor e.

We did find that there is sonme cause for concern about the
manner in which Medicare pays for and determ nes coverage for
t hese procedures. Many of these concerns are related to nore
uni versal issues that the Conmm ssion has dealt with in the past.
For exanple, paynent rates do vary w dely across anbul atory
settings, as shown in the slide. Here we present just three
exanpl es. Conparisons for all other procedures are in your
report.

In the slide here we see that paynents for sone
i nterventional procedures in an anbul atory surgical center are
nearly twice as high as they are in an HOPD. Al so, the practice
expense paynent is generally |lower, despite the fact that
physi ci ans must maintain operating roomtypes of precautions to
safely performthese procedures in a physician's office.

There are also many legitimte concerns related to paynent
and coverage of these procedures in ASCs, and | would like to
spend a little bit of time going over these. First, there are a
| arge nunber of interventional procedures that are not on the ASC
approved list. Only 46 of the 85 interventional pain procedures
we identified were on the ASC approved list. This is partly due
to the adm nistrative delays in updating the approved procedure
list, and partly due to the way in which CV5 determ nes which
procedures should be on the approved |ist.

The approved procedure |list has not been updated since 1998,
despite rapid technol ogi cal advancenent in nedicine. CM
determ nes approved and excluded procedures for ASCs according to
t he percent volunme in which these are done at specific sites --

i ke physician's offices versus ASCs versus inpatient --

anal yzing Medicare clains data. Specific to interventional pain
procedures, CMS determ ned a growi ng nunber of interventional
pai n procedures were being provided in physician's offices and
thus determ ned that they could safety be perforned in that
setting and should not be on the ASC approved list.

Provi ders counter that many of the procedures excluded from
the ASC approved |list do require operating roomtype precautions.
Al so, there have been del ays in conducting cost surveys to update
paynent rates. The ASC cost survey has not been fielded since
1994, despite statutory requirenent that it nust be perforned
every five years.

The fact that ASCs are paid on the basis of eight paynent
groups rather than the nore extensive categories using HOPDs or
physician's offices neans that CM5 is paying the sane price for
procedures with potentially w dely varying costs.

Finally, there are w de discrepancies in what ASCs receive



for the sane procedure because of varying interpretations of
regul ations. ASCs are required to provide only those procedures
that are directly and integrally related to the performance of
out patient surgery. Consequently, paynent for sone adjunct
procedures |ike fluoroscopy or durable nedical equipnment are
supposedly bundl ed into the paynent rate. But CM5 al so says that
ASCs may wear nany hats.

For exanple, if an ASC becones a |icensed supplier of
dur abl e nedi cal equi pnent or a licensed i ndependent diagnostic
testing facility, they may bill separately for these itens. This
statenment is in direct conflict wwth 1999 safe harbor regul ati ons
whi ch state that all ancillary services in an ASC nust be an
integral part of the procedure and cannot be billed for
separately.

The bottomline is that some ASCs are receiving nearly
$7,000 for the inplantation of an anbul atory pain punp, while
receive only $433.

We al so found problenms with inconsistent coverage policies
anong Medicare contractors. Most coverage decisions are nmade by
private insurance conpani es Medicare contracts with to process
clainms. Because of the large nunbers of entities involved in
maki ng coverage deci sions, inconsistencies in policies are
common.

Not only do policies vary across localities, but a single
hospital can face conflicted policies because a carrier
determ nes polices for an ASC while a fiscal internediary
determ nes policies for the HOPD. However, a hospital may own
both an ASC and an HOPD

To illustrate some of these differences we exam ned | ocal
coverage policies for paravertebral facet joint blocks. W found
that many carriers have inposed Iimts on the nunber of these
procedures that can be perforned in a given day. These limts
vary fromonly two facet joint blocks on the sane day to no
limts.

We nust say here that there is no good evidence what the
appropriate nunber of these bl ocks should be, and I"mgoing to
di scuss that in alittle bit.

We al so found wi de variations in diagnoses covered for this
particul ar procedure, and also there were variations in the
requi renents for the use of fluoroscopy. Sonme Medicare
contractors specifically state that they will not pay for this
procedure unless it's perfornmed in conjunction with fluoroscopic
gui dance, and others nmake no statenent on the issue.

When we think about policy options, we find that CM5 is
addressing many of the issues that were raised by providers. For
exanpl e, CV5 granted a Medi care-recogni zed specialty designation
for pain managenent |[ast nmonth which wll take effect in January
of this year. Also, a proposed rule for hospital outpatient PPS,
i ssued in August of this year, creates several new APCs for
i nterventional pain procedures and mtigates many of the concerns
provi ders had rai sed regardi ng paynent in that setting.

CVMB is also continuing to i nprove the openness and
evidentiary basis of its coverage determ nations used both
nationally and by its contractors. For sone of the issues that



are not being addressed, we raise sone policy options to
consider. One of the common thenes we reveal ed in the study was
that the quality of scientific evidence avail able on

i nterventional pain procedures is lacking. This is not uncommon
for medical science in general but it is very true in

i nterventional pain procedures.

For exanple, in a recent neta-analysis conpleted on
injection therapy for subacute and chronic | ow back pain
conducted by the Cochran col |l aboration they concl uded these
procedures are not yet shown to be effective, nor have they shown
to be ineffective. W need to know nore.

CMS has established precedents in jointly sponsoring
clinical trials with the National Institutes of Health and pain
managenent may be a ripe area for further joint sponsorship of
these types of trials.

Medi care has al so established precedents in the use of
provi si on coverage where investigational procedures may be
covered if beneficiaries receive treatnents at facilities that
are followng a rigorous study protocol to evaluate the outcones
of care. One of the clinicians we interviewed for this study
recommended that provisional coverage would be an excell ent
vehicle for gathering better data on many of these procedures,
particularly in exam ning how many of them should be covered in a
gi ven day or over a period of an episode of treatnent.

For exanple, Medicare contractors could continue to retain
their restrictive limts on the nunber of facet joint blocks that
are done in a given day but would pay for nore as long as they
were done in the context of a rigorous controlled study, so that
data can be gathered to better guide Medicare policies in this
ar ea.

Al t hough not explicitly a recommendation for a change in
federal policies, specialty associations could also help CM5 set
better policies in this area with the devel opnment of cost
specialty guidelines. Al though there are many guidelines in the
area of pain managenent, they are not always consistent. Cost
specialty guidelines could help CVM5 and its contractors better
under stand such issues, for exanple as to whether fluoroscopic
gui dance is necessary for a particular procedure. They may al so
hel p establish mninmumaquality standards for the performance of
t hese procedures in physician's offices.

Finally, there are many inprovenents that can be made in
Medi care paynent and coverage policies in ASCs. Sone of the
changes made in the proposed 1998 rule are suitable policy
options for addressing ASC i ssues that we've raised. For
exanpl e, inconsistencies between ASC and HOPD paynent coul d be
di m ni shed by converting ASC procedure classifications into a
nor e extensive groupi ng based on clinical aspects in addition to
costs.

Al so, if CM5 noved toward discontinuing site of service
requirenents as a primary criterion for approved list it could
hel p allay sonme of the concerns.

CMS should al so inplenment a nore expeditious tineline for
updati ng costs and devi sing an approved procedure |ist.

And finally, there needs to be a novenent to resol ve the



conflict between the safe harbor provisions and policies for
billing for DME and adjunct inmaging in an ASC

Thank you very nuch

M5. RAY: Based on the findings fromthe Project HOPE study
and staff's review of the evidence we propose one recomrendati on
for the Conmm ssion to consider. This recommendation addresses
the need for research on the use of outpatient interventional
pai n procedures anong Medi care beneficiaries. Additional
research in this area should help both CV5 and its carriers in
setting paynment and coverage policies and it should also help
providers in ensuring that they are delivering high quality care
to beneficiaries.

We'd like your input on the draft report submtted by
Project HOPE, our conclusions, and the draft recomrendati on.

DR. NEWHOUSE: Can you say a little bit about why there's
not nore in the way of draft recommendations, given all the
material in the report about paynent systenf

M5. RAY: Right. Well, | think the issue is why we didn't
present a draft reconmendation specific to the ASC paynent
pol i ci es.

DR. NEWHOUSE: And the updating of the procedures and so
forth and so on. There's a whole litany here.

M5. RAY: Right. Again, these problens have been raised in
the context of interventional pain managenent procedures. W
t hought that there are clearly issues here but they need to be
nore broadly | ooked at froma higher |evel perspective, not just
i nterventional pain procedures.

DR. NEWHOUSE: | certainly agree with that, but | don't know
that there's any reason we can't say sonething about these in
this context and note that they go well beyond pai n managenent.
| ssues |i ke provisional coverage go well beyond that.

M5. RAY: Yes, and we certainly were planning on doing that.

We just didn't want to make it into a -- staff didn't propose it
as a recommendati on because of the fact that this is a narrow
report.

DR. NEWHOUSE: |'mnot sure I'mconforted by that. | think

we shoul d have a recommendation, but if we don't | think it's
i ncunbent on us to say why we don't, given all that's here.

DR. REI SCHAUER:  Just on Joe's point, | would agree with you
conpletely. | think there seens to be enough snoke here to talk
about the fire in rather explicit ways.

| was interested in how you went about trying to answer, is
t here enough of this pain managenent going on? One of the
metrics you used was, the spending that we do for this has grown
about what spending for other physician services have been.

That, of course, presunes several things. One is that it was
right the first tinme, and secondly, that the rate of growth of
these two things is about on target.

| was thinking of other ways we m ght address that problem
One woul d be | ooking at the literature on what's the optinma
anount, and you say there's nothing -- it's confused.

The second thing would be to go to a different set of
patients who are under, let's say an enpl oyer-sponsored plan who
have the sane kind of condition, cancer or whatever it is, and



di fferent paynent procedures that are viewed as nore appropriate,
and see what their utilization is versus Medicare's.

A third would be to | ook at the experience in sone other
countries and see the extent to which we rely on these types of
i nterventions versus the Swedes or whoever is at the cutting edge
of this.

Even if we did then find that we don't have enough
i nterventional pain nanagenent going on for "optimal care" the
guestion woul d be, why? One possibility, of course, is the one
you exam ned, the Medicare paynment system But another is
reluctance on the part of physicians or |ack of know edge on the
part of physicians to pursue this avenue. And a third is patient
pr ef er ences.

How we woul d di sentangle all of that, if we could -- | don't
think we can --

M5. MOHR: Can | just make one comment there? |[|'ve |ong
been interested in the issues of international conparisons of the
use of nedical technology. | think that the problemis that when
you | ook at that you can see variations and you can't say, is it
too high or too low? It's very difficult to know what's
appropriate. | think that's the question that's not answered
ri ght now.

We can make some conparisons across different groups but
it's very difficult to know what's appropriate because we don't
have enough evi dence there.

DR. ROAE: | think one of the additional considerations that
makes the utilization conmparisons less reliable is that this is
really an energing technology in many clinical areas around the
country. There are areas in which this is widely accepted by
practicing physicians, and they refer patients for this kind of
procedure, and there is a center of excellence in the area and
utilization mght be quite high. Then I think there are whole
areas of the country where there's very little utilization of
this because there just haven't been people trained in it, or the
practice in the comunity has not yet adopted the utilization of
t hese procedures.

So we're in that early phase of heterogeneity of sone early
adopters, et cetera. That would conplicate sone of the
conpari sons because the early adopters may be over-utili zing.
That m ght not be the right -- and the | ate adopters may be
under-utilizing. It would be hard to know what the right nunber
| think.

M5. MOHR: M understanding is that these procedures have
been around for a long tine.

DR RONE: | agree with that.

M5. MOHR: But you're right, their use has been increasing
in recent years.

M5. BURKE: | wanted to just go back for a nonent to Joe's
point, which | agree with entirely. But to query just alittle
bit, is there any aspect of the policy options that were proposed
in the study with which you disagree? | nmean, your decision not
to be nore fullsone in terns of a specific recommendation, |
wonder ed whet her there was any aspect of this with which we had
substanti ve di sagreenent? Wether your decision not to go



further in ternms of detail was based on a fundanent al

di sagreenent or just your thought that it wasn't what you were
charged to do? 1'mjust trying to understand why we limted
ourselves to a relatively brief reference to the need for a study
on effectiveness.

M5. RAY: No, | don't in general disagree with any of the
findings fromthe Project HOPE report or the conclusions or the
policy options. | think that there nmay be additional paynent
i ssues out there with respect to ASCs. That if we're going to
start maki ng recomendati ons about ASC paynent policies we should
do it by looking conpletely at the ASC paynent system and there
may be issues here that we're not taking on here. That was ny
m nd-set in just going with this one recommendation. But having
in our letter that will acconpany this report to the Congress
stating there our concerns about ASC paynent policies and
reiterate the findings from Penny's study.

M5. BURKE: | guess ny only cautionary note is as |
understood the intention of the study it wasn't specific to ASCs.
It was specific to the issue of interventional pain managenent.

M5. RAY: That's correct, right. The other potential,

t hought, recommendation that could al so be nade was the one about
the different paynent policies across HODs, physician offices,
and hospital outpatient departnents. Now MedPAC has al ready nmade
a reconmmendati on about that, and that was in our March 1999
report. Again, what | was planning on doing the next tinme around
for this is to reference that and reiterate that.

Now i f the Conmi ssion feels very strongly about that and
woul d i ke to make that again as a formal recommendation then
can conme back and provide that.

DR. ROSS: Before you promse the store here, | think
Nancy's main point there is exactly on point, which is if we want
to tal k about paynent consistency and ot her kinds of issues we
should do that in a large, and not build up fromparticular sets
of procedures.

| was just jotting down three issues, all of which anount
to, go slowy here before | ooking for doing too many
recomendations. One is, there's a basic issue of, does this
work or not, that precludes fine-tuning paynment policies for
speci fic codes and specific settings.

There's a second issue relating to how far the Conm ssion
wants to go digging into coverage issues generally. That's just
a resource constraint problem given the depth of -- how far do
you want to go given all the many other comm tnents that we have?
You col l ectively need to make a decision about that, but ny view
woul d be cauti on.

But | think first things first on this one. There's an
efficacy and appropriateness issue. To the extent there's
paynent systemissues we should address themin the |arger OPD
ASC- physi cian office issue.

MR. DEBUSK: Are we tal king about efficacy or a degree of
efficacy?

DR. ROSS: Degree of.

MR. DEBUSK: We know it works in a |ot of cases, and there's
a reason for it being there.



DR. ROSS: Wien | say efficacy, | nmean in the sense that, as
Penny said, you can't tell if there's an access probl em out
there. W have no evidence that there is or there is not. How
far do you want to go on the basis of that finding, then to start
fine-tuning the fee schedul e, given that piece of evidence?
That's what shoul d be established first.

DR LOOP: | think this is a very conprehensive report. |
really enjoyed it. | think that there's probably three areas of
recomendati on that you could nmake though. One is the
effectiveness of the procedures. But we're beyond whether it's
effective. |It's certain types of procedures, are they
ef ficaci ous? For exanple, do inplantable punps reduce future
i nterventions and decrease the cost? That's the kind of research
t hat ought to be done.

But the other two recommendations are, one is, fix the
inequities, fix the variations in paynment, and the third is
safety. Because there's a |ot of perverse incentives for people
to nove these procedures into their offices where there's very
poor guidelines, there's the wong kind of people doing these
procedures. | think safety should be sonewhere in our mlieu of
recomendations. So | agree that we should expand the
recomendati ons.

DR. NEWHOUSE: Mirray, | don't disagree with you very often,
but | disagree with you on this one. First of all, | don't think
we're going to fine-tune the system | think we're going to
recommend sonme attention to the system

Second, saying it's going to be done in the context of the
entire systemm ght take -- the point, that may be the best. But
here I think the best is the eneny of the good, because |I don't
think it's going to happen for a while. This seens sufficiently
high priority to me to go ahead and start in on it.

MR. HACKBARTH: Any other comments? From a process
standpoi nt, Murray, do you have a recommendati on on how we
proceed here? Wre you hoping to get this resolved today or is
this sonmething --

DR. ROSS: |'m always hoping for early rather than | ater
resolution. W hear you. W'I|I|l craft sonme recomendati ons and
supporting |language and bring it back to you in Novenber.

MR. HACKBARTH. Maybe this is strictly academ c. Maybe it
shoul dn't be cast necessarily as a recomendation. Sonetinmes in
these reports don't we just nake observati ons about what we find?
| think we could nake observations that there is m ssing evidence
about effectiveness. That we do see these disparities anong
paynents that could be problematic. It seens like there's a |ot
of unanswered stuff here. W can point in the general direction.

| generally don't like this sort of recomendation. The
Secretary shoul d pursue additional research doesn't say a whole
lot to ne. 1'd rather maybe nmake sone statenents of finding.
This is what we find. These are the questions that it raises in
our mnd, but given the lack of information or the devel oping
nature of this field it's difficult to be definitive.

DR. ROSS: Could I give a counter-exanple? You could phrase
as a finding or a recommendation sonething to the effect of, we
observe substantial disparity in the paynent rates for these



services. The Secretary should investigate this. O course, the
Secretary is in fact also the person who set those paynent rates
and presumably did it on sone basis in the first place.

You get a little bit circular here. [If you want to point to
sonme issues and say that the Comm ssion is concerned about these
-- | don't know how specific we can get on that.

MR. DEBUSK: Wiy don't we think about this for about 30 days
and cone back and revisit this? Because | think there's nore
here than we --

DR. LOOP: One thing you could put in the report which m ght
get the Secretary's attention is the growh of these procedures,
because it's rising as fast as any subspecialty procedures in the
US By the way, | don't think any international conparisons are
wort h doi ng because | think we're way ahead of nost other
countries, don't you?

M5. MOHR: | would say so

DR. NELSON: |'munclear in ny mnd about what kind of help
Congress was seeking fromus when they punted this to us. So
A enn and Murray, when you conme back to us, frane the question
that Congress wanted us to hel p answer. Sonebody went to them
Wi th some case to make for sonme inequity or sone failure to pay
what was, in their mnd, appropriate, and Congress punts it to
us. | think we at |east ought to try and get close to answering
what ever questi on was bei ng posed.

MR. HACKBARTH: Ckay. Thank you, Penny.

M5. RAY: (kay, so now the next policy question before us.
Do cancer hospitals face special circunmstances that make the
out pati ent prospective paynent systeminappropriate for them and
shoul d cancer hospitals continue to receive hold harm ess
paynents that serve to protect these facilities froml osses under
the outpatient prospective paynent systen? This work responds to
a congressional mandate that MedPAC | ook at the applicability of
t he outpatient prospective paynent systemfor cancer hospitals.
The report to the Congress is due around Decenber 1st.

The Comm ssion has already | ooked at a simlar issue in our
June 2001 report when we | ooked at the appropriateness of the
out patient prospective paynent systemfor small rural hospitals.
In our report we concluded that rural hospitals are nore
vul nerable to the financial risks inherent in the outpatient
prospective paynent system and nay have fewer resources avail able
to manage those risks. The Conmm ssion reconmmended that the
exi sting hold-harmess policy for these small rural hospitals be
continued until better information becones avail able. Qur study
on the small rural hospitals was also in response to a
congr essi onal mandat e.

Just a brief review of how the current paynent policy worKks.

Cancer hospitals, they are the only class of hospitals -- cancer
hospitals and children's hospitals, but we're focusing today on
cancer -- are the only class of hospitals for which financi al

protection fromthe effect of the outpatient prospective paynent
systemis permanent. The BBRA protected small rural hospitals
with 100 or fewer beds fromfinancial |osses but only through
cal endar year 2003.

Rural hospitals with nore than 100 beds and virtually al



ot her hospitals receive transitional paynents through 2003 if
they are paid | ess under the prospective paynent systemthan they
woul d have been paid under the pre-PPS rules. However, unlike

t he cancer hospitals, they do not recoup the full difference and
the extent of additional paynent declines between now and 2003.

To summari ze our findings, staff found evidence show ng that
cancer hospitals do have a narrower service m x, higher unit
costs, and poorer financial performance under Medicare. However,
we were unable to analyze clains data fromthe post outpatient
PPS period to exam ne the extent to which cancer hospitals
recei ve hold-harm ess paynents. CMS has not made those data
avai | abl e yet because of validity concerns.

So what did we find specifically? One of the reasons we
m ght think that cancer hospitals are nore vulnerable to the
financial risks of prospective paynent is that a | arger share of
their outpatient revenues is from Medi care than other hospitals.
This increases their exposure to the financial risks inherent in
prospective paynent. This does appear to be the case. Cancer
hospital s outpatient share within Medicare is 32 percent conpared
with 14 percent overall.

In your mailing materials there was a table show ng
differences in the types of services cancer hospitals provide on
an outpatient basis than other hospitals. The inpact of these
differences in service mx on the financial viability of cancer
hospi tal s under PPS depends on the adequacy of paynents for each
type of service. Again, we don't have hard evidence to date. At
i ssue is whether the outpatient prospective paynent systemis
appropriately paying for the m x of services provided by cancer
hospitals.

There is some concern that in the nethod CMS used in
devel opi ng the outpatient prospective paynent systemthat it may
not appropriately pay for these services. For exanple, the use
of the median values resulted in | ower paynments than nmean val ues
when CMS was devel oping the relative weights. This may affect
cancer hospitals disproportionately conpared with other
hospitals, as I'll show you on the next slide, because they do
i ncur higher costs on average than do other hospitals.

Again to repeat a finding that we just tal ked about under
t he pai n managenent study, CMS excluded multiple procedure clains
to reduce the risk of inproperly assigning cost to the w ong
service. Excluding nmultiple procedure clains could skew the
cal cul ation of APC weights if hospitals with higher costs are
nore likely to submit these clainms. Sonme prelimnary evidence
does suggest that this is the case.

CMS reported that cancer hospitals' unit costs are about 20
percent greater than other hospitals. OCM solely attributed this
finding to the under-coding of services in the pre-outpatient
cl ai ns dat a.

We offer several other reasons for your consideration why
t hese hospitals may incur higher unit costs. One of them being
that they appear to be treating patients of higher acuity on
average than other hospitals. Secondly, that they do provide
enhanced patient care. Wat | nmean by that is their role as a
nati onal cancer institute, coordinator center, their involvenent



inclinical trials, their use of cancer protocols using state-of-
the-art treatnments as well as providing free services related to
cancer screening.

Cancer hospitals cannot offset their outpatient |osses with
i npati ent revenues. Cancer hospitals don't have the sane ability
because they are not paid under the acute care prospective
paynent system for inpatient services. Rather, they are paid
under TEFRA. Under TEFRA, cancer hospital paynents for inpatient
operating costs are based on each facility's Medicare-all owable
i npatient operating costs, subject to alimt based on a target
and Medi care operating cost per discharge.

So we have presented sone tables for you in your mailing
materials on the Medicare inpatient-outpatient and Medi care total
margin. Before the introduction of the outpatient prospective
paynent system cancer hospitals had | ower Medicare outpatient
margi ns, for exanple, in 1999, conpared with other hospitals,

i ncludi ng maj or teaching and other teaching hospitals. The

i npatient margins for cancer hospitals were negative in 1997

t hrough 1999. These data are presented for other hospitals in
your mailing materials.

So based on this evidence that we uncovered about the higher
unit cost, the narrower service mx, the lack of ability to
of fset outpatient margins with inpatient revenues, and the |ack
of outpatient clains data for the post-PPS data, staff offer the
foll ow ng recormendation for the Conm ssion to consider.

DR NEWHOUSE: |I'mfine with the recormendation. | have one
suggesti on and one observation. The suggestion is a snmall one.
Coul d you tell us somewhere in the text -- if you know it now --
what the total dollars Medicare spends on cancer hospitals are?
That, | think, would help put this in context.

M5. RAY: | can get that for you

DR. NEWHOUSE: And the observation is that this table you
show us on page 16 that has the margins, it looks to ne |ike
there's a problemon the inpatient side as well. The margins go
m nus three, mnus five, mnus seven, from'97 to '99. It |ooks
to ne |ike we need to consider what woul d anount to re-basing the
cancer hospitals on the inpatient side as well. Again, this was
sort of the dog that was in the report that didn't bark, and the
reconmendati on.

DR. ROAE: | had several comrents and questions. | gave
Nancy and Dan a little pre-warning about sonme of ny questions so
t hey m ght be prepared. Sone of you who have been on this group
for a while are famliar with ny point of viewwth respect to
cancer hospitals and I won't bore you with a recitation of that.

But | do find certain aspects of the docunent to be an
apol ogia for the very well-devel oped, very well-funded, very
effective cancer hospital |lobby. | don't accept the viewthat
cancer hospitals systematically treat sicker patients. |In fact |
believe that the general hospitals that have | arger cancer
pati ent popul ations treat sicker patients because they have
pati ents who have heart di sease, diabetes, and other problens,
where they have cardiol ogi sts, and they have gastroenterol ogi sts,
and other people on their staff rather than just cancer
speci al i sts.



The general hospitals tend to treat ol der patients with nore
conorbidities, et cetera. To suggest that state-of-the-art care
is available in these 11 hospitals suggests it isn't available in
the other hospitals, such as the Ceveland Cinic or the
Uni versity of Chicago Medical Center, et cetera, where there's
just as much, if not nore, NI H support, and there are in fact
just as many N H supported centers, and so on.

So | have a concern about that. | would |ike the docunent
to be re-read with respect to that general point of view

Wth respect to the specific issues here, there are 11 of
t hese cancer hospitals, and they vary dramatically. M
understanding is the one in Boston is not even a hospital. It i
an outpatient clinic. Al the beds are in the Brigham So it's
not a hospital. That's the Dana Farber. Then there are others
where there are very large inpatient prograns and very snal
out pati ent prograns.

So the estimates we see with respect to the proportion of
revenues that are outpatient don't share any estinmate of variance
around those nunbers. | would submt that there's a subset of
t hese hospitals that are very nmuch |ike general hospitals with
respect to their inpatient-outpatient mx, and therefore don't
necessarily need special treatnent respect to their outpatient
rei nbursenent. And there are others that really are very nuch at
risk.

Most people who run |arge hospitals -- Ralph is not here but
| think he would support this if he were -- | ose noney on the
out pati ent and nmake noney on the inpatient. That's generally the
way it works. And if all you have is outpatient, that's not a
good design with respect to that.

So | would propose that we m ght get nore information than
we get fromthat nean nunber by | ooking at the variation within
this group. There may be two subsets.

Another thing | would say, which really gets to Joe's point
about the negative margins, is that the chapter deals with
Medi care margins. Sonetinmes it says Medi care margi ns and ot her
times it just says inpatient or outpatient margins, but it neans
Medi care margins. | submt that these hospitals have higher
proportions of patients who are private pay, that conme from
outside the United States, and that their overall margins may in
fact not be reflected by their Medicare margins. So that we may
not have a conplete view on the data with respect to this.

So in summary, ny viewis that I'mvery synpathetic to the
need for those institutions which are disproportionately
di sadvant aged by the nature of their inpatient-outpatient mx to
-- we don't want themto be disincented to take care of Medicare
beneficiaries because they do provide excellent care. It is
state-of-the-art, as is available in other places. So we want to
incent themto take care of our beneficiaries.

| think we should do sonet hi ng about those institutions.

But | don't think that that necessarily neans all of these
institutions, and | don't think that the Medicare nargins, per

se, accurately reflect necessarily the overall performance of the
overall institution.

MR. HACKBARTH. Nancy and Dan, did you have sone response?

S



DR. ZABINSKI: Just a few coments. On the variation, there
is a fair anpunt of variation on the outpatient margins. But |
woul d say there's even nore variation on the inpatient margins.

DR. NEWHOUSE: | thought Jack neant on the share of the
revenue that was outpatient, not the margin.

DR. ROAE: Right.

DR ZABINSKI: That, offhand, I don't know.

The total margins that you referred to, | ran those nunbers
like three nonths ago and | don't recall if I really vetted
those, really said that these are okay. | nean, | renmenber | ran

themand | renenber the results are actually pretty reflective of
the overall Medicare margins we have in the paper. But | can't
say | would put a lot of faith in it at this tinme because | don't
recall if | really okayed them or not.

DR. RONE: They are what they are. But | think that it
m ght be hel pful to have them

M5. RAY: | just want to add one thing, just to follow up on
Jack's point. It is correct that overall Medicare accounts for a
smal | er percentage of their revenues. Again, just |ooking at the
11 total. |It's approximately 17 percent versus overall for al
ot her hospitals, 30 percent.

MR. HACKBARTH: So, Jack, your point of view, in a nutshell,
is maybe the category defined is too broad and includes actually
quite dissimlar institutions. And for some subset the argunents
rai sed may be valid, but we shouldn't just buy it because it's
| abel ed a cancer hospital.

DR RONE: Rght. | would say two things. One is |I'mvery
interested in making sure there's no disincentive with respect to
our beneficiaries in Medicare having access to the services of
these institutions. These are wonderful institutions. | just
don't like the idea that they're the only wonderful cancer
treatnment options in the United States, which is sonmetines what
you year. So that's numnber one.

Nunber two is, | would suggest that maybe what we do is say,
for those institutions in this category that have a substantially
hi gher -- pick a nunber, whatever, | don't care -- proportion of
their Medicare revenues that are outpatient, that they should be
eligible for this special treatment. But in fact they don't,
then I think the argunent falls apart, and then | wouldn't give
it to those

DR. NEWHOUSE: The problem | see with that, Jack, is that
could well be true, and probably is true, for other hospitals.

DR. ROAE: | understand that. That's why | don't think
shoul d be a special group at all. But here we are. It's a
speci al group.

DR. NEWHOUSE: But then the next group we'll hear fromwl|
be the short termgeneral hospitals that have a hi gh outpatient
revenue.

MR. HACKBARTH. We did hear from one subgroup of those, the
rural hospitals, who had, in sone way, simlar conditions where a
di sproportionate share of their revenues canme. And we in fact
reached the recommendation that gives those conditions we ought
to be very careful about the application of outpatient PPS. So |
don't think we would be breaking new ground to say, for hospitals



t hat have these conditions, we need to be careful, as opposed to
hospitals that bear the |abel cancer hospital as applied by NIH

DR REI SCHAUER: But there is a difference and that was
there weren't alternatives with respect to the rural ones. Wat
Jack is saying is, they're wonderful, but there are other
wonder ful places a few bl ocks away.

MR. HACKBARTH. Actually, that's a good question. | don't
remenber off the top of my head that that was key to our
rationale in tal king about rural hospitals. | think it was nore
that they were unusually dependent, and therefore, at risk. It
wasn't because they were sole community facilities. W didn't
say, only sole community rural hospitals we ought to be careful
about outpatient PPS. W said across the board.

DR. RElI SCHAUER: No, but that's because with the word rura
conmes an understandi ng --

DR. NEWHOUSE: Also, is it clear that in fact things are
fine on the inpatient side? Qbviously these institutions are
existing so they're making it sonehow. But our general
phil osophy -- | don't recall imrediately the rural margins on the
inpatient side, but it seemed to ne -- the Medicare margins, they
| ooked better than what we're seeing here.

DR. WAKEFI ELD: They were negative al so.

DR. NEWHOUSE: But not as negative as this. |'mnot even
sure they were negative.
DR. WAKEFI ELD: | can't renenber, but both were negative.

Their overall margins were higher, their inpatient and
out patient, and Medicare overall were |ower.

MR. HACKBARTH: Jack's comment resonates for nme personally
because, for exanple, when we did the testinony on the rural
report, one of the thenmes was that we want to target relief. W
want to adjust paynment systens so that they appropriately reflect
efficient cost. W want to depart fromthese big | abels and say,
let's just give nore noney to all rurals. W systematically
rejected those options for nore targeted ones.

It seens to me what Jack is saying, that same way of
t hi nking applies here. W've got a big label that in fact covers
di sparate institutions. Let's couch our recomendation in terns
of particular conditions. |If a given cancer hospital has them
fine. But if they don't, we ought not give themthe relief. To
me that's one of the cardinal principles of MedPAC policy and
worl d view.

DR RONE: | think that reflects what |I'msaying. |
certainly don't want to be interpreted by anyone as sayi ng,
because |'ve got this thing about this category, that | don't
want to help these elenents in this category that need hel p.

They do it. They're great places. The last thing | want to do
is have anything to do that |eads to Medicare beneficiaries not
getting access to good care. | just think we need to be a little
nore targeted.

M5. BURKE: If there are only 11 of them and Dana Far ber,
which is a strange circunstance, how big is the variance anong
t hentf?

DR ZABINSKI: In ternms of what?

M5. BURKE: |Inpatient versus outpatient. | nean, the



vari ance anong rural hospitals is considerable in |arge part
because there are a considerabl e nunber of rural hospitals who
have very different circunstances. How varied are, in fact,

t hese hospitals for which this special exclusion applies?

ZABI NSKI :  Not certain.

BURKE: Do we have any idea.

ZABI NSKI :  Not right now.

RAY: W can find that out.

ZABINSKI:  That's real easy to come up wth.

BURKE: | think Jack raises a very good point. W ought
to have some sense of how wi dely variable they are. M guess is
there may be a couple of outliers but they nmay ot herw se be
consi stent. \Wether MD. Anderson and Sloan -- | nean, | don't
know the answer to that question. But there's certainly a much
smal | er universe so you've got to assune there has to be --

DR RONE: If we could at least just see that table. Maybe
|"mwong, in which case, fine. That's fine, too.

MR. HACKBARTH: It seenms to ne that's the inmmedi ate next
step. Jack has framed some questions that require digging a
little bit deeper on the data. Let's take a | ook at that.
Murray appropriately points out, the way the reconmendation is
couched is, until we have better data. W may conclude after the
next meeting that there are still nore questions that we want to
ask. The thrust of this is, let's err on the side of not making
a big mstake until we can target adjustnents or relief
appropriately. That's certainly something that |I can endorse.

Nancy and Dan, any questions about what we're asking you to
do?

525850

DR. ROSS: | guess one question is, Dan, how quickly could
you cone back to us with sonmething? Is this a set of facts you
can bring back tonorrow?

DR. ZABI NSKI :  Yes.

DR. WAKEFI ELD: Have a good eveni ng, Dan.

[ Laughter.]

DR. ROSS: In return for one Thursday eveni ng, he m ght get
a whole nonth, is what I'mtrying to --

DR ZABINSKI: No, it wouldn't be a big deal

DR RONE: So is it clear what we want?

DR ZABINSKI: | get the idea that you want a tabl e that
shows the variation, the proportion of revenue that conmes from
outpatient. You want to | ook at total margins.

DR. ROAE: You could even, if you have it, because you have

to have it in order to get -- just list them A through K, and
then what the mean is. Then it will be obvious.
DR. ZABINSKI: |'ve got basically two tables.

DR. RONE: Don't put their names. Just put Ato K

M5. RAY: W can do that.

MR. HACKBARTH. That woul d be very hel pful, Dan, and we'll
figure out where we can put it in tonorrows --

DR ZABINSKI: | can be back here in an hour if you want ne
to.

MR. HACKBARTH:. Cone back tonmorrow. Any other questions
about direction? Jack is up next, right? Assessing paynent
adequacy.



